
WOULD THE GOP’S PROPOSED PRIVATE ACCOUNTS REALLY PAY A 
HIGHER RATE OF RETURN THAN SOCIAL SECURITY? 

 
RHETORIC 
 
Vice President Cheney recently said: 
 

“Young workers who elect personal accounts can expect to receive a far higher rate of 
return on their money than the current system could ever afford to pay them.” [AP, 1/14/04] 

 
The Vice President is using this argument to justify the massive Social Security benefit cuts the 
Republicans have proposed.  He is arguing that the cut in benefits will be made up for by the 
higher rate of return people could get from their private account.   
 
REALITY 
 
But is what the Vice President says true?  Here’s what three leading economists – one of whom is 
a strong supporter of private accounts – had to say: 
 

"A popular argument suggests that if Social Security were privatized, everyone could earn 
higher returns. We show that this is false...the net advantages of privatization and 
diversification are substantially less than popularly perceived." [Geanakoplos, Mitchell, and 
Zeldes, "Social Security Money's Worth," op.cit., pages 2-3.] 

 
And here’s why: 
 

• The stock market is risky business.   Investing in the stock market can pay a higher 
return, but it’s not a sure thing. That’s why people are willing to forgo the potential to 
score big in the stock market in return for knowing that their hard-earned savings are safe.  
Economists and the non-partisan Congressional Budget Office recognize that too.  That’s 
why they won’t compare the “riskless” rate of return that Social Security provides to the 
“risky” rate of return provided by private accounts.  It’s comparing apples and oranges.  

 
• You can’t get something for nothing.  The payroll taxes paid by workers today are being 

used to pay the Social Security benefits going to today’s retirees.  If today’s workers start 
putting their payroll taxes in private accounts, someone still has to pay the current benefits 
– the $2 trillion and more in “transition costs” that the Republicans acknowledge a 
privatized system will cost.   But once you count the cost of paying for the transition, the 
rate of return on these accounts is no better than Social Security.  Any additional benefit 
that American workers might see from a private account will be swallowed up by the 
increased taxes they will have to pay to cover the cost of borrowing the $2 trillion the Bush 
Administration will need to establish these accounts.  And they’ll be left with a Social 
Security benefit that is 40 percent lower than what they were promised.  


